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KEY ECONOMIC INDICATORS: MEXICO 


Mar. 


1984 1985 1986 


Change 
45,588.5 5 N/A 
911.5 N/A 
580,566.1 N/A 
154.5 N/A 


National Accounts (Billions of Pesos) 
GDP at Current Prices 

GDP at Constant (1970) Prices 

Per Capita GDP,Current Pesosl/ 

Fixed Capital Formation (1970 Prices) 


28,748.9 
887.6 
374,374.4 
144.8 


Industrial Production (1970=100) 
General Industrial Index 

Mining (3.8) 2/ 

Manufacturing (24.6) 2/ 
Construction (4.7) 2/ 

Electric (1.8) 2/ 

Petroleum 3 


Money, Prices, eae 

Money Supply (M-l; Billions of 
Pesos at End of Period) 

Consumer Price Index, End of 
Period (Average 1978=100) 

Producer Price Index, End of 
Period (Average 1980=100) 

Population (thousands, mid-year) 


March 1986 
219.5 ae 
305.6 278.2 
212.0 210.9 
187.8 167.2 
330.7 321.0 
411.5 390.2 


209.2 
304.5 
200.2 
182.1 
309.2 
413.9 


March 1986 


2,286.7 3,449.2 3,463.2 


1,219.4 1,996.7 2,375.4 


768.7 1,238.6 1,439.9 


76,781.8  78,524.2 78,975.5 


March 1986 


Balance of Payments (U.S. $ Millions) 
Current Account Receipts 
” Exports 4 
U.S. Share (percent) 
Petroleum Exports 
Current Acct.Expenditures 
Imports 
U.S. Share (percent) 
Balance on Current Account 
Balance on Capital Account 
Errors and Omissions 
International Reserves 
Average Exchange Rate 


32,902.3 
24,196.0 
58.6 
16,601.3 
28, 663.8 
11,254.3 
63.1 
4,238.5 
38.9 
-924.3 
8,134.0 


30,178.6 
21,866.4 
61.4 
14,766.8 
29,637.6 
13,460.4 
64.4 
541.0 
-1,276.2 
-1,688.3 
5,805.6 


’ * 
3,931.0 
61.4 
1,722.0 
6,688.9 
3,062.5 


-531.7 
-826.7 
-163.4 
5,994.3 


(Mex.$/U.S.$1) 
"Controlled" 
"Market" (Private Exchange Houses) 
17 In pesos, not billions of pesos. 


2/ Figures in parentheses refer to sectors' shares of GDP in 1985. 

3/ A subsector of the mining sector; includes the extraction of crude petroleum and natural 
gas and basic petrochemicals. 

4/ Figures do not include in-bond assembly industry trade. 


167.77 
185.19 


256.96 
310.28 


459.34 
475.56 


SOURCE: Bank of Mexico Reports; Embassy Estimates; National Population Council of Mexico; 
Sistema de Cuentas Nacionales de Mexico. 





II. SUMMARY 


Revised government macroeconomic data indicate that 1985 
was a more difficult year for Mexico than originally thought; 
1986 will be considerably worse. Real GDP growth last year, at 
2.7 percent, was barely above population growth. Expansion in 
most sectors was positive, but below the previous year in every 
area except manufacturing. The budget deficit reached 9.9 
percent of GDP in 1985, about double the target figure, and it 
will be even higher this year. The government's internal debt 
has been growing rapidly, reaching 11.5 trillion pesos in March 
1986 according to government figures. Last year inflation was 
63 percent, about 8 percentage points above minimum wage hikes 
meaning the fourth consecutive year of declining real wages. 
Inflation has been accelerating in 1986. 


Mexico's balance of payments situation has deteriorated 
markedly over the past 12 months, primarily because of reduced 
petroleum exports. In 1985 the current account surplus shrank 
by over $3.5 billion and this year a substantial deficit will 
emerge. Last year the capital account showed a net outflow of 
$1.3 billion, a situation the authorities hope to change in 
1986 once agreements are reached with the country's inter- 
national creditors. 


During the first half of 1986 the economic situation has 
deteriorated in Mexico. Judging from industrial production in 
the early months of the year, statements by public officials, 
and private economic forecasts, it appears that the GDP has 
already declined somewhat and is likely to fall by 3-4 percent 
for the year. Furthermore, the federal government had already 
spent 37 percent of its original budget for 1986 by the end of 
March. Crude petroleum prices have fallen to the $11-15 per 
barrel range meaning probable revenue shortfalls of $6-8 
billion for the year. Lack of domestic bank credit, rapidly 
rising internal interest rates (now in the 85-95 percent range 
for government securities and over 100 percent for most private 
borrowing), and accelerating inflation are taking their toll on 
the economy, with particularly adverse consequences for private 
business and the investment side of public expenditures. 


The Mexican government is now in the process of revising 
its economic goals put forth in the 1986 budget because most of 
them have become unachievable. As part of this process the 
authorities are engaged in intense negotiations with the IMF 
and foreign creditors over macroeconomic objectives and targets 
and external borrowing requirements for the next 18-24 months. 
It ‘is likely that agreements with these parties will be 
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completed soon and Mexico will have access to additional 
foreign credits during the second half of 1986. While the 
authorities recognize that the economy will shrink this year, 
one of their major objectives is to undertake a longer term 
program which will allow economic growth of 3-4 percent in both 
1987 and 1988 and the creation of new jobs for a rapidly 
growing labor force, 


The Mexican government has committed itself to join the 
GATT within the next few months and has stated that it plans to 
reorder and restructure the economy to make it more inter- 
nationally competitive. Furthermore, the authorities have 
publicized the fact that they intend to continue to divest the 
non-strategic parastatal companies in order to help trim the 
federal deficit. They have also promised more active efforts 
to attract foreign investment into the country. 





III. Recent Economic Developments: The Mexican Econom in 
1985 ana Early 1986 


Overall Economic Activity 


The Mexican economy grew much slower in 1985 than 
indicated by preliminary year-end estimates. Although most 
private analysts and public sector economists had estimated 
economic growth for 1985 at 3.5-4.5 percent, the official Bank 
of Mexico statistics released in May indicated that GDP 
expanded by only 2.7 percent. Most of the economic activity 
occurred during the first half of the year with a sharp decline 
during the last six months due in part to restrictive monetary 
policies and sluggish export results. The September earth- 
quakes had little effect on Mexico's economic performance last 
year except for the apparel industry, much of which was located 
in the damaged area of downtown Mexico City. 


Gross fixed capital formation for 1985 was up 6.7 percent 
following a 5.5 percent increase in the previous year. Private 
investment rose by 13.1 percent, but public gross fixed invest- 
ment declined 3.1 percent. The growth in private capital for- 
mation was spurred by a 6.3 percent increase in construction 
and a 21.1 percent expansion in imported machinery and equip- 
ment. 


During 1985 growth in every major sector of the economy 
except manufacturing was down from the previous year. The 
smallest slowdowns in expansion were in agriculture, 
electricity production and financial and banking services. 
More significant growth reductions occurred in mining and 
petroleum extraction which dropped from 1.8 percent in 1984 to 
1.0 percent in 1985 and in the communications and transpor- 
tation area, which slipped from 6.4 to 2.7 percent over the 
same period. Hotel and restaurant business also grew more 
Slowly last year, -1.8 percent as opposed to 2.9 percent in 
1984, due primarily to fewer tourists as well.as the earth- 
quakes that both discouraged visitors and damaged several 
hotels in Mexico City. Social services shrank by 0.5 percent 
last year due to cuts in the federal budget. Manufacturing 
growth, however, which includes petroleum refining and petro- 
chemicals, accelerated from 4.8 percent in 1984 to 5.8 percent 
in 1985 driven by processed food, textile, and machinery and 
equipment production. 


Thus far in 1986, it appears that the economic slowdown 
which began last year has accelerated. First quarter indi- 
cators of industrial production show a continuing decline in 
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economic activity. Petroleum extraction was off by over 6 per- 
cent as export volume declined well below the target 1.5 
million barrels per day (B/D). Activity in construction and 
mining also has declined by nearly 7 percent during January- 
March. The manufacturing sector stagnated in January and 
February and declined by about 5 percent in March. Considering 
the closing of the Fundidora Steel Plant in Monterrey and the 
deepening automobile slump, it appears likely that manufac- 
turing output will be negative in the second quarter. 
Electricity production remains the only bright spot, growing at 
an annual rate of over 7 percent during the first three months 
of 1986. 


The Budget Deficit 


The budget deficit in 1985 rose to 4,535.2 billion pesos, 
or 9.9 percent of GDP. This represents a 106 percent budget 
overrun as the deficit was larger than budgeted by 2.3 trillion 
pesos (or about $8.2 billion). Approximately ninety-seven 
percent of the financial deficit was financed internally-- 
primarily through direct monetary creation and credit from the 
commercial banks. The Bank of Mexico authorized the issuance 
of 1.9 trillion pesos; direct credit from the commercial banks 
to the public sector was 1.7 trillion pesos; placement of CETES 
and PETROBONOS were nearly 400 billion pesos; and the remaining 
funds came from financial intermediation by the development 
banks. Only about three percent of the total budget deficit, 
121.8 billion pesos ($432 million), came from external sources 
as compared to 33 percent and 17 percent of total deficit 
financing in 1983 and 1984, respectively. The decline in 
external funding (which was due both to government policies and 
sharply lower lending from foreign banks) during 1985 and the 
first half of 1986 has made it necessary for the government to 
rely more heavily on domestic credit. This has resulted in a 
rapid increase in the amount of public debt held internally in 
Mexico, 


The financial deficit grew last year partly because, as a 
share of GDP, government income fell more rapidly than expendi- 
tures. For example, income from PEMEX declined in both 
external and internal markets, falling from 13.4 percent of GDP 
in 1984 to only 12 percent of GDP in 1985. Current expendi- 
tures dipped from 34.2 percent to 33.7 percent of GDP and 
capital expenditures fell from 6.9 to 6.2 percent of GDP. The 
only area in which government expenditures rose in percentage 
terms was transfers to state owned organizations. 





During the first quarter of 1986 the public’ sector 
financial deficit reached 1.21 trillion pesos or about 37 per- 
cent of the originally budgeted deficit for 1986. Of this, the 
parastate companies, including those outside of the budget, 
accounted for 285 billion pesos and the rest was a shortfall 
for the federal government. According to the Secretariat of 
Finance and Public Credit (SHCP), first quarter federal revenue 
at 2.9 trillion pesos was about half the level anticipated in 
the 1986 budget due to loses in petroleum revenues. 


The Balance of Payments 


Mexico's 1985 balance of payments reflected strong 
negative trends in both petroleum and non-petroleum exports, as 
well as large net outflows of capital (see Table 1). Although 
the capital account has strengthened somewhat during the first 
several months of 1986, Mexico's merchandise exports have 
fallen off markedly. Declining world petroleum prices and 
export volumes have been the principal contributing factors. 
Furthermore, non-petroleum exports have not been doing well. 
They declined in 1985 as many companies channeled their output 
to the domestic market to take advantage of attractive profit 
Margins. During the first five months of 1986 non petroleum 
exports have rebounded somewhat, rising by $274 million 
compared to the same period a year earlier. Nonetheless, this 
was greatly overshadowed by a $3.3 billion fall in oil revenues 
during the January-May period. 


Declining international interest rates have helped to 
Mitigate somewhat the adverse developments in the trade 
accounts by reducing payments on the $98 billion debt. Last 
year foreign interest outlays totaled $9.9 billion compared to 
$11.7 billion in 1984. In 1986 interest payments are expected 
to fall by another $2-3 billion. 


During 1985 the current account surplus shrank to $541 
Million from $4,238 million in 1984. This decline was due 
primarily to a fall in the trade surplus from $12,942 million 
to $8,406 million which reflected a 20 percent increase in 
imports and a 10 percent decline in exports. The deficit in 
the services account fell from $9,114 to $8,316 million, due 
entirely to a $1.8 billion fall in interest payments abroad. 


Merchandise exports totalled $21,866 million in 1985, 
down 9.6 percent from 1984. Petroleum sales accounted for 
slightly more than two-thirds of export earnings, but were off 
ll percent from the previous year. Non-petroleum exports fell 
by 6.5 percent, largely because foreign sales of manufactured 





goods were down by 6 percent and those of food, beverages and 
tobacco by 9 percent. Net exports from in-bond industries, 
however, grew by 11 percent to $1,282 million. Consumer goods 
imports reached $1,075 million, or 27 percent more than the 
year before, while intermediate and capital goods imports rose 
17 and 25 percent, respectively. 


Table 1 


Mexico's Balance of Payments 
($ Millions) 


Percent 


Current Account Balance 


Merchandise Trade Balance 
Tourism 

In-Bond Industries 
Frontier Transactions 
Interest Payments 


Other 


1984 


4,238.5 


12,942.0 
1,304.1 
1,155.3 

-191.0 

-9,641.5 

357.3 


1985 
541.0 


8,406.0 
1,051.7 
1,281.5 
-413.8 
-8,189.1 
-1,595.3 


Change 


-87.2 


-35.0 
-19.4 
10.9 
-116.6 
15.1 
N/A 


Capital Account Balance 38.9 -1,276.2 N/A 


- Direct Investment 391.1 490.5 25.4 
- Other Long Term 3,226.1 -195.6 N/A 
- Short Term -3,578.2 -1,571.1 56.1 


Errors and Omissions -924.3 -1,688.3 -82.7 


Borrowing from Int'l 
Organizations 1,112.4 496.8 -55.3 


Other 15z.2 -95.1 N/A 
Change in Reserves 3,200.9 -2,328.4 N/A 


Mexico's capital account balance slipped from a surplus 
of $38.9 million in 1984 to a deficit of $1,276.2 million in 
1985. This was due entirely to a large drop in the surplus in 
long term capital flows from $3,617 million to $295 million, 
resulting partly from the fact that international banks were 
reducing their relative exposure levels in Mexico. On the 
other hand, the short-term capital account balance improved 
from a $3,578.2 million deficit to a $1,571.11 million deficit. 
Much of this improvement was due to the fact that the private 
sector was not reducing its foreign liabilities as rapidly as 





it had in 1984. The long-term capital account balance includes 


an increase in new new foreign investment of $491.5 million in 
1985. 


Overall, net outflows under errors and omissions 
increased from $924 million to $1,688 million last year. 
Although made up of a variety of components, part of this entry 
reflects capital outflows not elsewhere accounted _ for. 
Furthermore, due to the negative trend in the balance of pay- 
ments last year, Mexico's international reserves declined by 
$2.3 billion, finishing the year at $5.8 billion. 


During 1985 tourism fell off somewhat as the number of 
visitors, their average stay, and the amount of money they 
spent were all down compared to 1984, Consequently, net 
tourism receipts fell by $253 million to $1,052 million. A 
total of 4.2 million visitors came to Mexico last year, which 
is about 10 percent below 1983-1984 levels. The average stay 
was about 9 days, or a half day less than the previous year, 
and the average amount of money spent per visitor was $409.00, 
only slightly below the $420.00 figure for the year before. 
The number of Mexican tourists traveling abroad at 2.7 million 
was virtually identical to the preceding year. Mexican 
travelers were heading for a record year, however, until fourth 
quarter when the free market peso fell sharply and, in 
addition, many Mexicans cancelled their travel plans because 
of the earthquakes. So far in 1986 the situation has been 
improving somewhat although it appears that tourism receipts 
from the World Soccer Cup held in Mexico during June were 
disappointing. 


Frontier transactions with the United States for 1985 
were in deficit by $413.8 million. During the first three 
months of 1986 the deficit fell to $57.1 million as the decline 
in the value of the peso has been cutting down the purchases of 
U.S. goods by Mexicans along the border. Net income from the 
in-bond industry was $1,282 million last year and first-quarter 
1986 receipts were 7 percent higher than the first three months 
of last year. 


The balance of payments data available for first quarter 
and trade data for the first five months of 1986 indicate 
continued problems in the external accounts. During the 
January-March period the current account deficit reached $532 
Million dollars as petroleum export earnings were 56 percent 
below the first-quarter of last year. Imports also fell, but 
only by 6.5 percent. The capital account, however, showed a 
surplus of $826.7 million of which 85 percent was short-term 
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capital flows. Most analysts believe that this was due to 
dollars being repatriated to Mexico by companies that were not 
able to obtain sufficient credit internally (or were unwilling 
to pay high interest rates) and to investors seeking attractive 
short-term interest’ rates. Outflows in the errors’ and 
omissions category were $163.4 million down by 69 percent from 
the same period a year ago. Foreign exchange reserves 
increased $188.7 million during the first three months as the 
gross figure was about $6 billion at the end of March. However 
by May reserves had begun to shrink and continued to do so in 
June. 


Preliminary trade figures for the first five months of 
the year showed merchandise exports of $6,446 million and 
imports of $5,269 million for a trade surplus of $1,177 
million, a decline of 69 percent compared to the same period in 
1985. Furthermore, although data is not yet available for the 
capital account, it appears that net inflows dropped off 
substantially during the second quarter of the year. 


Inflation 


Consumer price inflation for Mexico was 63.7 percent last 
year while producer prices rose 61.1 percent. During 1985 the 
increase in consumer prices was greatest for petroleum and food 
products while producer prices rose most rapidly in the mining, 
petroleum and light manufacturing sectors. Import prices for 


Mexico grew 0.3 percent while export prices declined 3.4 
percent in dollar terms. This means that, along with Mexico's 
other problems, the country's terms of trade declined somewhat 
in 1985. 


Table 2 
CONSUMER PRICE INDEX, 1985 
(Percent Change, December-December ) 


Non 

Price 
Controlled Controlled 
Products Products 


General Index 61.8 64.8 
Food SZ.2 62.1 
Clothing N/A 69.9 
Housing 85.0 56.2 
Household Items 51.4 64.1 
Health Care 46.6 65.6 
Transportation 83.0 65.1 
Education 56.3 61.9 
Other Services N/A 79.4 

Basic Subsistence Package 54.4 N/A 
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PRODUCER PRICE INDEX, 1985 
(Percent Change, December-December ) 


General Index 61.1 
Private Consumption 60.8 
Government Consumption 61.4 
Capital Formation STA 
Exports 67.9 


Consumer price inflation has picked up markedly during the 
first half of 1986 reaching 40.6 percent compared to 25.8 
percent for the January-June 1985 semester. The annual 
seasonally adjusted inflation rate for first three months was 
68.9 percent, but it rose to more than 140 percent in the 
second quarter of the year. Government sources are now pro- 
jecting a rate of at least 90-100 percent on a December- 
December basis for 1986. Important contributing factors have 
been the sharp decline in petroleum revenues which have 
necessitated some increased deficit spending, a reduction in 
subsidies on public sector goods and services resulting in 
higher consumer prices and the rapid devaluation of the peso 
during this period. 


Minimum wages have risen by a cumulative total of 65 per- 
cent so far in 1986, as a result of 32 and 25 percent upward 
adjustments in January and June, respectively. This compares 
to 53 percent during all of 1985, which was the fourth con- 
secutive year that wages declined in real terms, i.e., they 
lagged inflation. Minimum wages in Mexico City are now 2,065 
pesos per day or about $3.50. Official unemployment is running 
around 8.5 percent of the labor force although other public and 
private sources estimate it to be in the 10-15 percent range. 
Combined unemployment and underemployment in Mexico is 
estimated as high as 40 percent of the work force. This has 
become an increasingly serious problem over the past several 
years during which the economy has been much weaker than it was 
in the 1978-81 period when annual GDP growth averaged more than 
8 percent. 


The Money Supply and Exchange Rates 


Money supply expansion has lagged inflation while nominal 
interest rates have generally been rising over the past 
eighteen months as indicated. by the following table: 





Table 3 
Selected Financial Indicators 


Interest Exchange 
M-l 1/ CPI 1/ Rates 2/ Rate 3/ 


50.8 63.7 70.41 447.50 

I 59.5 58.4 49.47 226.31 

II 56.8 53.4 55.81 239.12 
65.0 57.6 63.00 370.50 

IV 50.8 63.7 70.41 447.50 


N/A N/A N/A N/A 
I 55.9 67.6 76.71 486.50 
II N/A 83.0 85.25 638.00 


1/ Percent change, end of period over same period in the 
previous year. 


2/ Annual bank interest rate on 90-180 day deposits at end of 
period. 


3/ End of period market exchange rate (pesos/U.S. $). 


In general the Mexican government has been relying much 
more heavily on monetary than fiscal policies to help fight 
inflation and tight monetary policies are likely to continue 
for the rest of the year. Moreover, in light of the expected 
high rate of inflation this year it is probable that interest 
rates will remain elevated throughout 1986. 


Mexico now has three exchange rates which usually change 
on a daily basis. The controlled exchange rate is fixed each 
day by a special interagency committee at the Bank of Mexico. 
It applies to about 80 percent of the country's foreign 
exchange transactions, including most exports and imports and 
debt payments. The official free rate is also set by the 
Mexican authorities each day and it is the rate that the 
commercial banks use to buy and sell dollars. The private free 
rate is that existing at the exchange houses. The government 
generally tries to insure that the official and private free 
rates are kept quite close together, offering slightly more 
attractive rates to buy dollars at the nationalized banks. 


In controlled pesos, the cost of a dollar rose 93 percent 
in 1985 and 54 percent during the first half of 1986. The free 
peso cost of a dollar increased by 114 percent last year and by 
43.8 percent through June of this year. Thus, both these peso 
rates have been falling at a faster pace than inflation. 
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In November the Bank of Mexico introduced regulations 
prohibiting individuals and institutions from depositing large 
quantities of pesos in Mexican banks without proof that the 
pesos were bought in Mexico. This effectively closed the peso 
futures market in Chicago. These actions were taken in an 
effort to reduce speculation against the peso. 


Parastate Industries 


Although it is difficult to assess how many businesses and 
entities are owned by the Mexican government, the federal diary 
listed 849 parastatal entities as of November 15, 1982; a 
recent, authoritative list is not available. Many government 
agencies are responsible for administering these organi- 
zations. Twenty nine of the largest and most important para- 
statals are specifically accounted for in the budget, including 
PEMEX, the railroads, SIDERMEX, AREOMEXICO, etc. They were 
budgeted to receive over 2 trillion pesos (equal to about 2.7 
percent of GDP) in transfers from the federal government in 
1986. 


The following list of government agencies and the number 
of parastatals for which they are responsible was recently 
published in a leading Mexican financial newspaper: 


Interior 43 
Foreign Relations 

Defense 

Treasury 

Programming and Budget 


Energy and Parastatals 
Commerce and Industry 
Agriculture 
Communications 

Ecology 


Education 
Health 

Labor 

Agarian Reform 
Tourism 


Fisheries 
Federal District 


TOTAL 
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In February 1986, President de la Madrid reaffirmed 
Mexico's intent to sell off those parastatals not considered 
strategically important. Last year the government sold several 
companies including a hotel chain, a bottle company, a bicycle 
manufacturing plant, and several small metal fabrication and 
automobile spare parts companies. Earlier this year the 
Mexican government also liquidated the Fundidora steel plant 
because of unprofitability and offered to sell its share in the 
profitable Mexicana Airlines. Aside from these, sales of para- 
statals have moved slowly since the government began the 
program in February 1985. 


The Petroleum Sector 


Petroleum price, production and exports all declined in 
1985 and have continued to weaken in 1986. In addition to 
facing price declines worldwide because of the oversupply of 
oil, Mexico also fell short of its 1985 export volume target of 
1.5 million B/D, averaging 1.438 million B/D. This earned 
Mexico $13.3 billion last year, down from the $15 billion in 
1984 when crude oil exports averaged 1.525 million B/D. Prices 
on Mexico's Isthmus (light) and Maya (heavy) were lowered 
several times during 1985 and the average price per barrel fell 
from $26.64 in January to $23.92 by year-end. 


Early in 1986, PEMEX started lowering prices retroactively 
in order to compete with spot prices. By February, the retro- 
active price per barrel was about $15. In March Mexico adopted 
a pricing scheme based on the spot prices of certain crude oils 
and residual fuel oils in the American and European markets 
with a special formula for the Japanese and the Asian market. 
In addition to sharply falling prices, Mexico's crude oil 
export volumes have also been declining in 1986. During the 
first five months of the year they averaged only 1.1-1.2 MDB. 


The majority of Mexico's trade in petroleum, 52.2 percent 
last year, is with the United States. Mexico exports crude oil 
and petroleum products to 21 other countries including Spain 
(12.6 percent), Japan (11.0 percent), France (5.9 percent), and 
the United Kingdom (4.6 percent). One area of trade improve- 
ment for Mexico in 1985 was the increase in refined petroleum 
exports which rose from 112 thousand B/D in 1984 to 135 
thousand B/D. Export earnings from this source totaled $1.2 
billion. 
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Table 4 
Petroleum Production 


Percent 
Total of 
Crude Crude Hydrocarbon Total 


Production Exports Exports Exports 
(Thousands of barrels/day) (U.S.$ Millions) 

1977 981 202 1,018.7 21.9 
1978 1,209 365 1,837.2 30.3 
1979 1,461 533 3,986.5 44.7 
1980 1,936 828 10,401.9 68.0 
1981 2,312 1,098 14,574.0 75.0 
1982 2,746 1,492 16,594.5 79.0 
1983 2,665 1,537 16,164.9 74.9 


1984 2,685 1,525 16,601.3 69.0 
1985 2,630 1,438 14,606.0 68.0 


Domestic sales of petroleum products and petrochemicals in 
1985 totalled 1.5 trillion pesos (about $5.3 billion), a real 
decline of about 6 percent from 1984 levels. Over 80 percent 
of domestic sales were refined products including gasoline. 
The volume of gasoline sales declined by 0.3 percent and kero- 
sene sales slipped 0.4 percent. 


At the end of 1985 regular gasoline prices were raised to 
their current levels of 85 pesos per liter, while unleaded 
extra increased to 105 pesos/liter. At end-June 1986 exchange 
rates the price of regular and unleaded gasoline was $.48 and 
$.63 per gallon, respectively. Natural gas prices at year-end 
were about 30.05 pesos per cubic meter, rising to 38.49 pesos 
by mid-1986. Fuel oil prices now stand at 77.88 pesos per 
liter, up from 17.9 pesos per liter last December. 


Agriculture 


Mexican agricultural production increased in 1985 for the 
third consecutive year as official producer support prices 
generally kept pace with Mexico's overall rate of inflation. 
Domestic output of grains and oilseeds rose approximately 2 
percent compared to 1984 due to high reservoir levels and 
excellent summer rainfall. Larger wheat, rice, and soybean 
harvests made up much of the increased output. Beef output 
rose about 15 percent from 1984 due to favorable pasture 
conditions, previous low herd sizes, and expectations of steady 
consumer demand. Poultry production also increased in 1985 due 
to higher prices, especially early in the year, while unprofit- 
able pork prices caused that sector to continue to contract. 
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Mexico's total agricultural imports declined about 15 per- 
cent in value terms in 1985 from the previous year. The United 
States remains Mexico's dominant supplier of agricultural 
products with grains, oilseeds and products, and livestock the 
principal products, exporting over $1.4 billion of agricultural 
products to Mexico in 1985, compared to $2.0 billion the year 
before. The United States is also Mexico's largest agricul- 
tural market, purchasing over $1.4 billion in Mexican products 
in 1985, up from about $1.3 billion the previous year. Coffee, 
fresh vegetables, fruits and feeder calves are Mexico's primary 
agricultural exports to the United States. 


Mexico's overall agricultural production is expected to 
remain positive in 1986 but below last year's 1.7 percent 
growth largely because of tight producer credit. The lack of 
credit has reduced producer planting intentions in several 
Major commodity areas, most notably in soybeans, although 
adequate reservoir levels and seasonal rains have resulted in 
generally favorable spring-summer crop development to date. 
Beef production for 1986 is expected to be steady as lower 
production costs due to good pasture conditions will likely 
offset somewhat the effects of the current decline in consumer 
purchasing power. Poultry output is expected to increase again 
this year as the decline in the consumer's buying power should 
cause a shift from higher priced beef. Pork production is 
projected to be flat as structural changes in the industry are 
increasing efficiency and lowering production costs. 


Mexican agricultural imports for the first quarter of 1986 
have fallen off compared to the same period last year as a 
result of uncertain economic conditions and the continued drop 
in the value of the peso vis-a-vis the dollar. Imports from 
the U.S. fell nearly 50 percent for the period to §253 
million. Mexican exports to the U.S. increased nearly 20 
percent to over $548 million. 


IV. Outlook for 1986 Economic Strategy and Macroeconomic 


Pro ject 10ns 


The Mexican government first publicly outlined its 
economic strategy for 1986 during the presentation of the 1986 
budget to the Mexican Congress last November. It was clear 
that the authorities were expecting the year to be a difficult 
one with little or no economic growth. Since that time the 
Situation has worsened, largely because of the precipitous fall 
in petroleum revenues and the government has been reworking 
most of its major macroeconomic estimates for the year. While 
no official announcements have been made on new targets, these 
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should be specified once Mexico has reached a new accord with 
the IMF. Table 5 shows original government projects and our 
revised estimates which probably are close to what the new 
government figures will be. 


Table 5 
Economic Projections for 1986 


Nov. 1985 June 1986 
(Percent Change) 


Real Gross Domestic Product -1 to +1 -3 to -4 
Inflation (consumer prices) Dec-Dec 45 to 50 90 to 100 


Public Sector Finances Ratio to GDP 


- Deficit with Monetary Impact 4. 
- Surplus Excluding Interest 8. 


9 15-17 
3 3-4 


Millions of Dollars 
External Sector 

Trade Surplus 7,500-8,500 2,500-3,500 
Current Account 

Surplus/Deficit 0 to +500 -2,500 to -3,500 
Non-petroleum Exports 7,000-7,500 7,500-8,500 
Total Imports 13,000-14,000 12,000 - 13,000 
Crude Petroleum Exports 

(thousands bbls/day) 1,500 1,200 - 1,300 


Percent 
Financial Variables (Dec-Dec) 
- Money Supply 45 45-50 
- Average Cost of Funds 
- to Banking System (CPP) 61 75-85 
- Increase in External Public 
~ Debt (Millions of $) 4,800 5,000 


The Mexican authorities are quite concerned about these 
trends and hope that after a disastrous year in 1986 the 
economy will begin to expand again during the rest of the de la 
Madrid administration and beyond. In June 1986 the Mexican 
government announced a new Program of Stimulation and Growth 
(Programa de Aliento y Crecimiento), the outlines of which were 
described in a press release by the Ministry of Finance and 
Public Credit. According to this release, the rest of 1986 
will continue to be dedicated to structural changes and will 
help establish the basis for future economic growth. It 
pointed out that: 





18 


(a) While the external debt problem is critical, it is 
only part of the general economic difficulties facing the 
country. 


(b) Any solution to the debt problem must allow 3-4 
percent growth in 1987 and 1988, and help offset the brutal 
impact of the fall in petroleum revenues during 1986. Further- 
more, Mexico will only agree to an economic program which 
explicitly takes into account changes in petroleum prices and 
their effect on public finances and the balance of payments. 
In synthesis, the point of coincidence between Mexico's 
internal program and its external debt negotiations is the need 
to link new net external financing to the size of the 
operational public sector deficit (i.e., the deficit after 
subtracting the inflation component in interest rates) and 
movements in petroleum revenues. 


(c) Mexico and its creditors agree that the country will 
need additional foreign assistance to service its debt and the 
ability of the nation to make debt servicing payments must take 
into consideration its social requirements and the need for 
moderate but sustained growth. Mexico's external financing 
needs should be considered in a three year context (1986-88). 


The Mexican government's economic strategy also includes 
accelerating the process of industrial modernization and 
stimulating decentralization. It seeks to make Mexican manu- 
facturers more internationally competitive so that the country 
can consolidate a permanent non-petroleum export base. To do 
this the authorities are trying to rationalize the system of 
protection of local producers through modifications of the 
import licensing and tariff systems. Mexico intends to use a 
large loan from the World Bank to help implement this program. 


As part of its long-term economic strategy, Mexico joined 
the GATT on August 24, 1986. Mexico's terms of entry includes 
commitments to eliminate GATT-inconsistent trade practices such 
as import licenses and conformance to GATT rules governing 
trade in goods. It will also bind and reduce tariffs. This 
action is part of the government's intention to proceed with 


trade liberalization as a major part of Mexico's effort to 
restructure the economy. 


External and Internal Debt 


Mexican authorities are seeking ways to reduce the 
external debt burden. In their discussions with foreign 
creditors and the international financial institutions Mexican 
officials are seeking to include as part of the country's 
economic program concessions which will temper foreign debt 
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servicing payments in the future. Arguing that Mexico has been 
especially injured by the decline in petroleum prices, the 
authorities are also seeking methods of tying foreign payments 
to movements in the prices paid for Mexican petroleum exports. 
Furthermore, the government has been examining ways to try to 
protect the country's international reserves which have been 
declining in recent weeks. According to the Ministry of 
Finance the authorities have been considering various 
mechanisms which would help to alleviate the immediate 
pressures on Mexico's foreign exchange reserves for payment of 
the government's medium term interest obligations to the 
foreign banks. 


The following table summarizes Mexico's external debt 
position: 


Table 6 


Mexico's External Debt 
(U.S. Billions at year-end) 


‘ 1982 
Public Sector 60.0 
by creditor: 


- Commercial Banks 
- IBRD, IDB 


- IMF 
- Other 


Mexican Banks 
Private Sector 
TOTAL DEBT 


Mexico's Creditors 
(Percent of Total Debt) 


March 1986 
United States 30.3 
Japan 
United Kingdom 
International Organizations 
France 


Canada 
Germany 
Switzerland 
Others 


TOTAL 
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Internal debt is a growing problem for policymakers. 
According to the Ministry of Finance, the internal debt reached 
11.5 trillion pesos ($27.3 billion) by the end of first-quarter 
1986, up from 8.5 trillion pesos only three months earlier. 
The structure of this debt is as follows: public debt bonds, 
33.7 percent; treasury certificates (CETES), 27.5 percent; 
central bank, 18 percent; direct credits from the commercial 
banks, 14 percent; and credits from NAFINSA (the country's 
largest development bank), 6.8 percent. 


The interest on the internal debt during the first-quarter 
of this year was nearly 1.5 trillion pesos or about $3.55 
billion at the average controlled exchange rate for’ the 
period. This was considerably more than Mexico paid on its $97 
billion dollar external debt during the same time frame. 
Furthermore, rapidly growing peso interest payments have been 
an important contributing factor to the sharp rise in the 
public sector financial deficit this year. While recognizing 
that this is a serious problem the Mexican authorities have 
argued that the inflation component in interest rates should be 
subtracted out so as to determine the “operational deficit" 
which is much smaller. Nonetheless, one of the most important 
challenges facing the authorities is how to reduce the interest 
burden on the government's internal debt. 


At present, domestic credit conditions in Mexico are 
extremely tight. The marginal reserve requirements for Mexican 
commercial banks are now effectively in excess of 90 percent. 
Since late 1985 the private sector has had to rely heavily on 
the local commercial paper and bankers acceptances markets and 
on foreign sources to meet their borrowing needs. Tne 
financial authorities plan to ease credit conditions for the 
private sector once the foreign financing package has been 
worked out with Mexico's creditors. 


Foreign Investment 


The government is hoping to attract increased foreign 
investment. Foreign investment is generally welcome in Mexico, 
except in certain areas reserved for Mexican nationals. 
However, traditionally it has been subject to close government 
scrutiny and regulation, particularly in case of majority 
foreign ownership. Recently, the government has tried to 
facilitate the process for approval of foreign investments, 
particularly for small and medium sized industries. In several 


cases it has also approved 100 percent foreign ownership for 
high technology firms. 
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The rules governing foreign investment are contained in 
three laws enacted during the 1970's and their subsequent 
amendments: The 1973 Law to Promote Mexican Investment and 
Regulate Foreign Investment; the 1973 Technology Transfer Law; 
and the 1976 Law on Inventions and Trademarks. At present, 
most foreign investors are limited to minority ownership with 
exceptions being granted in cases where authorities consider 
the investment to be particularly attractive for Mexico, e.g., 
important technology transfer, significant employment gener- 
ation, large export potential, and/or industrial diversifi- 
cation. The administration has stated it will not make any 
significant changes in the laws relating to foreign investment 
but is willing to exhibit regulatory flexibility. 


Between 1960 and 1985 direct foreign investment played a 
relatively small role in Mexico's total external financing 
requirements which were fulfilled principally by borrowing. 
Furthermore, although GOM authorizations for new foreign 
investments recently have been running at a rate of $1.5-$2 
billion per year, actual net new inflows averaged only $441 
Million in 1984-85 as compared to $996 million during the 
1979-82 period. Foreign investment presently represents about 
4-5 percent of total investment in the economy. 


V. Business opportunities and U.S. Commercial Services in 


Mexico 


Total U.S.-Mexican trade is expected to reach $28 billion 
this year; $12 billion in the sale of U.S. goods and services 
to Mexico and $16 billion in U.S. purchases from Mexico. 
Mexico is one of the U.S.'s top four trading partners; the U.S. 
is Mexico's number one supplier. In fact, 60 to 70 percent of 
Mexico's trade in recent years has been with the United States. 


Mexico is an advanced developing country with a population 
of about 80 million. It has a relatively high per capita GDP 
(about $2,000) and a good infrastructure. Mexico also shares a 
2,000 mile border with the United States. 


Mexico's population is young: 64 percent of all Mexicans 
are under age 24; 43 percent are under age 14. The literacy 
rate is above 80 percent, making Mexico one of the best 
potential markets in Latin America. 


Over the past few years the Mexican Government has begun 
to make a series of structural changes in the Mexican economy, 
which, over the long-run, should expand Mexico's trade with the 
entire world. Among the most important of these is the 





decision to enter GATT, which implies an effort to increase the 
international competitiveness of the Mexican manufacturing 
sector and reduced protection of domestic markets. Mexico and 
the United States have begun discussions on a broad bilateral 
economic agreement which would provide a framework for dealing 
with issues such as trade and investment. 


The Mexican government is committed to develop its non-oil 
export sector. The new Mexican Secretary of the Treasury 
recently announced the government's intention to gradually make 
more credit available to the Mexican private sector. The 
Mexican government also appears to be relaxing its foreign 
investment practices, particularly in high tech areas. These 
measures should offer significant opportunities in the future 
for American firms. 


In 1985 leading U.S. non-agricultural exports to Mexico 
included: replacement parts for gasoline engines and electric 
motors; radio, telegraphic and telephonic equipment; styrene 
and -articles of rubber and plastic; electronic components; and 
general merchandise not manufactured in Mexico. The national 
development plan emphasizes development of telecommunications, 
metal and metal processing, environmental control, computer 
technology, industrial port development, food processing and 
packaging, and home construction sectors. It also allows for 
up to 100 percent foreign investment in many of these areas. 


The U.S. and Foreign Commercial Service was created by the 
U.S. Congress in 1980 within the U.S. Department of Commerce to 
provide focused support to U.S. firms wishing to export. In 
Mexico, the US&FCS maintains a staff of five American officers 
and nine Mexicans in che U.S. Embassy, as well as a staff of 
three Americans and 14 Mexicans in the U.S. Trade Center in 
Mexico City. It also has staffs in the consulates in Monterrey 
and Guadalajara. 


Among the services provided by the Foreign Commercial 
Service (Mexico) are business and investment counseling, a 
business assistance office/information center, market research, 
assistance in locating agents/distributors/representatives 
and/or joint venture partners. It also provides financial 
profiles of Mexican firms, assistance in resolving trade and 
investment complaints, information on Mexican government and 
private sector trade opportunities, information on Mexican 
government policies, trade promotion, assistance in organizing 
trade missions, representation of U.S. business interests 
before both the Mexican and U.S. governments, and help in 
organizing trade exhibitions on a regular basis. Information 





on these services may be obtained from any of the 49 District 


offices of the US&FCS in major cities throughout the United 
States. 


The U.S. Trade Center located in the heart of the business 
and financial district in Mexico City, has scheduled the 
following exhibitions for the remainder of this year and the 
first half of next year: Medical Equipment, September 9-11; 
Building Materials, October 13-16; Plastics, February 10-13, 
1987; Computers '87, April 7-10, 1987; Commercial Represent- 
ation, May 12-14; and Automotive Maintenance and Repair Equip- 


ment, June 9-11. In addition, the Trade Center will sponsor 
"Expo-Maquila", an in-bond industry exhibition and seminar, in 
Acapulco from December 3-5, 1986. 


For information on any of the above exhibitions, please 
contact the Show Promotion officer, U.S. Trade Center, P. O. 
Box 3987, Laredo, TX 78044-3087. Telephone 905/591-0155. 


The U.S. Travel and Tourism Administration has a staff of 
three American and six Mexican employees in Mexico who promote 
travel to the United States from Mexico and from other 
countries in Latin America. The USTTA holds an annual 
exhibition in February at which travel wholesalers can present 


their packages to the Mexican travel trade. For further 
information please contact the Director, U.S. Travel and 
Tourism Administration, P. O. Box 3087. Laredo, TX 78044-3087. 
Telephone 905/520-2244. 











